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SUBCHAPTER C—ACCOUNTS, RECORDS AND REPORTS

PARTS 1200-1219—UNIFORM
SYSTEMS OF ACCOUNTS

PART 1200—GENERAL ACCOUNT-
ING REGULATIONS UNDER THE
INTERSTATE COMMERCE ACT

Sec.

1200.1 Financial statements released by car-
riers.

1200.2 Adoption of generally accepted ac-
counting principles issued by the Finan-
cial Accounting Standards Board
(FASB).

AUTHORITY: 49 U.S.C. 721, 11142, 11143, 11144,
11145.

§1200.1 Financial statements released
by carriers.

Carriers desiring to do so may pre-
pare and publish financial statements
in reports to stockholders and others,
except in reports to this Board, based
on generally accepted accounting prin-
ciples for which there is authoritative
support, provided that any variance
from this Board’s prescribed account-
ing rules contained in such statements
is clearly disclosed in footnotes to the
statements.

[32 FR 20123, Dec. 20, 1967]

§1200.2 Adoption of generally accept-
ed accounting principles issued by
the Financial Accounting Standards
Board (FASB).

(a) Accounting Series Circulars. Fol-
lowing the release of a Statement of
Financial Accounting Standards by the
FASB, and provided that the Office of
Economics, Environmental Analysis,
and Administration of the Board con-
siders such standards appropriate for
the Board’s accounting regulations, the
Office of Economics, Environmental
Analysis, and Administration shall
issue an Accounting Series Circular
(ASC) requiring carriers under the
Board’s jurisdiction to follow the new
standards in their accounts and reports
filed with the Board. The Office shall

also specify in the ASC the proper ac-
counting procedures that the carriers
shall follow.

(b) Carriers’ and Interested Parties’
Comments on the ASC. The ASC issued
by the Office of Economics, Environ-
mental Analysis, and Administration
will remain effective until revoked by
the Office of Economics, Environ-
mental Analysis, and Administration.
After an ASC is issued, the Office of
Economics, Environmental Analysis,
and Administration shall allow carriers
and interested parties 45 days following
the service date of the ASC during
which the respondents may submit to
the Office their comments and reasons
either supporting or opposing the ASC.

(¢c) Formal Adoption of the New Ac-
counting Standards. After considering
the comments submitted in response to
the ASC, and based on the proposal of
the Office of Economics, Environ-
mental Analysis, and Administration,
the Board will decide whether or not to
adopt the new accounting standards
specified in the ASC by revising the
Uniform Systems of Accounts, (49 CFR
1201 through 1210).

(d) Accounting Standards Not Appro-
priate for Board’s Use. The Office of Ec-
onomics, Environmental Analysis, and
Administration may determine that a
new FASB Statement of Financial Ac-
counting Standards is not appropriate
for use by carriers under the Board’s
jurisdiction. In such instances, the Of-
fice shall issue an ASC to advise the
carriers that the new standards shall
not be used in their reports filed with
the Board. The carriers and interested
parties shall be allowed 45 days fol-
lowing the ASC’s service date to sub-
mit comments to the Board. The Board
will then determine whether or not to
revise the Uniform Systems of Ac-
counts to conform to the new account-
ing standards.

[43 FR 26314, June 19, 1978, as amended at 67
FR 57533, Sept. 11, 2002]
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PART 1201—RAILROAD
COMPANIES
Subpart A—Uniform System of Accounts
LIST OF INSTRUCTIONS AND ACCOUNTS
REGULATIONS PRESCRIBED

(i) Regulations prescribed.
(ii) Definitions.

GENERAL INSTRUCTIONS

w0
@
]

Classification of carriers.
Classification of accounts.
Records.
Accounting period.
Accrual method of accounting.
Charges to be just and reasonable.
Changes in accounting estimates.
Accounting for computer systems and
word processing costs.
1-9 Transactions with affiliated companies.
1-10 Accounting for income taxes.
1-11 Items in texts of accounts.
1-12 Distribution of pay and expenses of em-
ployees.
1-13 Payroll related expenses.
1-14 Submission of questions.
1-15 Transfers from government authori-
ties.
1-16 Business entertainment expenses.
1-17 Disclosure guideline.
1-18 Distribution of expenses for material,
tools, fuel, lubricants, purchased services
and general.

INSTRUCTIONS FOR PROPERTY ACCOUNTS

2-1 Items to be charged.

2-2 Minimum rule applicable to additions to
property.

2-3 Land.

2-4 Structures.

2-5 Equipment.

2-6 Components of construction cost.

2-7 Additions to and retirements of prop-
erty—General.

2-8 Additions to and retirements of units of
property.

2-9 Additions and retirements of other than
units of property.

2-10 Additions to and retirements of track.

2-11 Expenses in connection with additions
and betterments.

2-12 Units of property rebuilt or converted.

2-13 Changes in line of road and relocation
of yard tracks.

2-14 Track connections.

2-15 Merger, consolidation, and purchase of
a railway operating entity or system.

2-16 Reorganization of railway.

2-17 Construction projects in which govern-
mental agencies, individuals, or others,
and the carrier participate.

2-18 Leased property improvements and re-
tirements.
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2-19
2-20
2-21
2-22
2-23
2-24

List of units of property.

Accounting for leases.

Freight train car repair costing.

Map specifications.

Accounting for engineering costs.

Accounting for other general expendi-
tures.

INSTRUCTIONS FOR MAINTENANCE EXPENSES
3-1 Items to be charged.

INSTRUCTIONS FOR DEPRECIATION ACCOUNTS

4-1 Method.

4-2 Rates of depreciation.

4-3 Depreciation records to be kept.

4-4 Leased property—depreciation.

4-5 Jointly used property—depreciation.

INSTRUCTIONS FOR INCOME AND BALANCE SHEET
ACCOUNTS

5-1 Current assets.

5-2 Recorded value of securities owned.

5-3 Discounts, expenses, and premiums on
debt.

5-4 Discount, premium, and assessment on
capital stock.

5-5 Joint liabilities.

5-6 Contingencies.

5-7 Long-term obligations.

INSTRUCTIONS FOR CLEARING ACCOUNTS

6-1 Items to be charged.

6-2 Material and stationery store expenses.
6-3 Shop expenses.

6-4 Gravel and sand pits and quarries.

6-5 Power plant operations.

PROPERTY ACCOUNTS

Road

Road.

Land for transportation purposes.
Grading.

Other right-of-way expenditures.
Tunnels and subways.

Bridges, trestles, and culverts.
Elevated structures.

Ties.

Rails and other track material.
11 Ballast.

13 Fences, snowsheds, and signs.
16 Station and office buildings.
17 Roadway buildings.

18 Water stations.

19 Fuel stations.

20 Shops and enginehouses.

22 Storage warehouses.

23 Wharves and docks.

24 Coal and ore wharves.

25 TOFC/COFC terminals.

26 Communication systems.

27 Signals and interlockers.

29 Power plants.

31 Power-transmission systems.
35 Miscellaneous structures.

37 Roadway machines.

OISk WO
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39
44
45

50
52
53
54
55
56
57
58
59

70
76

80
90

100
101
102
103
104
105
106
110

120
121
122

300000
310000
320000
330000
340000
350000
360000
370000
380000
390000
400000
410000
500000
510000
520000
530000

Public improvements; construction.
Shop machinery.
Power-plant machinery.

Equipment

Equipment.

Locomotives.

Freight-train cars.

Passenger-train cars.

Highway revenue equipment.

Floating equipment.

Work equipment.

Miscellaneous equipment.

Computer systems and word processing
equipment.

General Expenditures

General expenditures.
Interest during construction.

Other Property Accounts

Other elements of investment.
Construction in progress.

RAILWAY OPERATING REVENUE ACCOUNTS

Transportation Revenue Accounts

Transportation; rail line.
Freight.

Passenger.
Passenger-related.
Switching.

Water transfers.
Demurrage.

Incidental.

Joint Facility Revenue Accounts

Joint facility.
Joint facility—credit.
Joint facility—debit.

OPERATING EXPENSE ACCOUNT

Operating Expense Accounts Explanations

100000
110000
120000
200000
210000

Personnel.

Salaries and wages.

Fringe benefits.

Materiel.

Materials, tools, supplies, fuels, lu-
bricants.

Purchased services.

Lease rentals—Debit.

Lease rentals—Credit.

Joint facility rents—Debit.
Joint facility rents—Credit.
Other rents—Debit.

Other rents—Credit.

Joint facility—Debit.

Joint facility—Credit.

Repairs billed by others—Debit.
Repairs billed to others—Credit.
Other purchased services.
Claims and insurance.

Loss and damage claims.

Other casualties.

Insurance.

600000
610000
620000
630000
640000
650000

501
502

503

506

510
512
513
514
516
517
518

519
531
534

544
545
546
547
548

549
550
551
553
555
556
557
560
562
570
590
591

592

601
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General.

Other expenses.
Depreciation.
Uncollectible accounts.
Property taxes.

Other taxes.

INCOME ACCOUNTS

Ordinary ltems

Railway operating revenues.

Railway operating revenues—transfers
from government authorities for current
operations.

Railway operating revenues—amortiza-
tion of deferred transfers from govern-
ment authorities.

Revenues from property used in other
than carrier operations.

Miscellaneous rent income.

Separately operated properties; profit.

Dividend income.

Interest income.

Income from sinking and other funds.

Release of premiums on funded debt.

Reimbursement received under con-
tracts and agreements.

Miscellaneous income.

Railway operating expenses.

Expenses of property used in other than
carrier operations.

Miscellaneous taxes.

Separately operated properties; loss.

Interest on funded debt.

Interest on unfunded debt.

Amortization of discount on funded
debt.

Maintenance of investment organiza-
tion.

Income transferred under contracts and
agreements.

Miscellaneous income charges.

Uncollectible accounts.

Unusual or infrequent
credit.

Income taxes on ordinary income.

Provision for deferred taxes.

Income or loss from operations of dis-
continued segments.

Gain or loss on disposal of discontinued
segments.

Extraordinary items (net).

Income taxes on extraordinary items.

Provision for deferred taxes—extraor-
dinary items.

Cumulative effect of changes in ac-
counting principles.

RETAINED EARNINGS ACCOUNTS

Credit

Credit balance (at beginning of calendar
year).

items (debit)

601.5 Prior period adjustments to beginning

602
603

retained earnings account.
Credit balance transferred from income.
Appropriations released.
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606 Other credits to retained earnings.

Debit

611 Debit balance (at beginning of calendar
year).

612 Debit balance transferred from income.

616 Other debits to retained earnings.

620 Appropriations for sinking and other
funds.

621 Appropriations for other purposes.

623 Dividends.

GENERAL BALANCE SHEET ACCOUNTS
EXPLANATIONS

Assets

CURRENT ASSETS

701 Cash.

702 Temporary cash investments.

703 Special deposits.

704 Loans and notes receivable.

7056 Accounts receivable; interline and other
balances.

706 Accounts receivable; customers.

707 Accounts receivable; other.

708 Interest and dividends receivable.

708.5 Receivables from affiliated companies.

709 Accrued accounts receivable.

709.5 Allowance for uncollectible accounts.

710 Working funds.

711 Prepayments.

712 Material and supplies.

713 Other current assets.

714 Deferred income tax debits.

SPECIAL FUNDS

715 Sinking funds.
716 Capital funds.
717 Other funds.

INVESTMENTS
721 Investments and advances; affiliated
companies.
721.5 Adjustments; investments and ad-

vances—affiliated companies.

722 Other investments and advances.

723 Adjustments; other investments and ad-
vances.

724 Allowance for net unrealized loss on
noncurrent marketable equity securi-
ties—Cr.

TANGIBLE PROPERTY

731 Road and equipment property.
732 Improvements on leased property.

733 Accumulated depreciation; improve-
ments on leased property.

734 Accumulated amortization; improve-
ments on leased property—defense

projects.

735 Accumulated depreciation; road and
equipment property.
736 Accumulated amortization; road and

equipment property—defense project.
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737 Property used in other than carrier op-
erations.

738 Accumulated depreciation; property
used in other than carrier operations.

INTANGIBLE PROPERTY
739 Organization expenses.

OTHER ASSETS AND DEFERRED DEBITS

741 Other assets.

743 Other deferred debits.

744 Accumulated deferred income tax deb-
its.

Liabilities and Shareholders’ Equity

CURRENT LIABILITIES

751 Loans and notes payable.

752 Accounts payable; interline and other
balances.

7563 Audited accounts and wages payable.

754 Accounts payable; other.

755 Interest payable.

756 Dividends payable.

757 Payables to affiliated companies.

759 Accrued accounts payable.

760 Federal income taxes accrued.

761 State and other income taxes accrued.

761.5 Other taxes accrued.

762 Deferred income tax credits.

763 Other current liabilities.

764 Equipment obligations and other long-
term debt due within one year.

LONG-TERM DEBT DUE AFTER ONE YEAR

765 Funded debt unmatured.

766 Equipment obligations.

766.5 Capitalized lease obligations.

767 Receivers’ and trustees’ securities.

768 Debt in default.

769 Accounts payable; affiliated companies.
770.1 Unamortized debt discount.

770.2 Unamortized premium on debt.

OTHER LONG-TERM LIABILITIES

T71 Accrued liability; pension and welfare.

772 Accrued liability; leased property.

T74 Accrued liability; casualty and other
claims.

775 Other accrued liabilities.

781 Interest in default.

782 Other liabilities.

783 Deferred revenues—transfers from gov-
ernment authorities.

DEFERRED CREDITS

784 Other deferred credits.
786 Accumulated deferred income tax cred-
its.

SHAREHOLDERS’ EQUITY

791 Capital stock.

792 Capital stock to be distributed.

793 Discount on capital stock.

794 Premiums and assessments on capital
stock.
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795 Other capital.

797 Retained earnings; appropriated.

798 Retained earnings; unappropriated.

798.1 Net unrealized loss on noncurrent
marketable securities.

798.5 Treasury stock

Conversion Tables

Subpart B—Branch Line Accounting
System

900
910
920
930

Definitions.

Purpose and scope.

Collection of data.

Publication of data.

940 Annual branch line report.

950 Text and chart of accounts.

APPENDIX I TO PART 1201—CERTIFICATION OF
BRANCH LINE ACCOUNTING SYSTEM
RECORDS

AUTHORITY: 49 U.S.C. 11142 and 11164.

Subpart A—Uniform System of
Accounts

SOURCE: 42 FR 35017, July 7, 1977, unless
otherwise noted.

LIST OF INSTRUCTIONS AND ACCOUNTS

REGULATIONS PRESCRIBED

(1) Regulations prescribed. Carriers by
railroad subject to provisions of the
Interstate Commerce Act and not inde-
pendently operated as electric lines,
and each lessor of such a carrier, shall
comply with regulations in this part as
presented hereinafter.

(ii) Definitions.

1. Abandonment means the with-
drawal from transportation service of a
branch line or other track segment or
facility, representing a permanent re-
duction in plant.

2. Accounts means the accounts pre-
scribed in this system of accounts.

3. Actually issued as applied to funded
debt securities or capital stock issued
or assumed by the company, means
those which have been sold to bona fide
purchasers or holders for a valuable
consideration (including those issued
in exchange for other securities or
other property) and such purchasers or
holders secured them free from control
by the carriers. Also securities issued
as dividends on stock.

4. Actually outstanding as applied to
funded debt securities or capital stock

11
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issued or assumed by the carrier means
those which have been actually issued
and are neither retired and canceled
nor reacquired and held by or for the
accounting company.

5. (a) Affiliated companies means com-
panies or persons that directly, or indi-
rectly through one or more inter-
mediaries control, or are controlled by,
or are under common control with, the
accounting carrier.

(b) Control (including the terms con-
trolling, controlled by, and under common
control with) means the possession di-
rectly or indirectly, of the power to di-
rect or cause the direction of the man-
agement and policies of a company,
whether such power is exercised
through one or more intermediary
companies, or alone, or in conjunction
with, or pursuant to an agreement, and
whether such power is established
through a majority of minority owner-
ship or voting of securities, common
directors, officers or stockholders, vot-
ing trusts, holding trusts, associated
companies, contract or any other di-
rect or indirect means.

6. Amortization means the gradual ex-
tinguishment of an amount in an ac-
count by distributing such amount
over a fixed period dependent on the re-
quirements of regulatory bodies, over
the life of the asset or liability to
which it applies, or over the period dur-
ing which it is anticipated the benefit
will be realized.

7. Carrier as used herein and when not
otherwise indicated in the context
means any carrier to which this system
of accounts is applicable.

8. Consolidation means the formation
of a new company. See instruction 2-15.

9. Board means the Surface Transpor-
tation Board.

10. Compensating balance means the
portion of any demand deposit (or any
time deposit or certificate of deposit)
maintained by a carrier (or by any per-
son on behalf of the carrier) which con-
stitutes support for existing borrowing
arrangements of the carrier with a
lending institution. Such arrangements
include both outstanding borrowings
and the assurance of future credit
availability. (The compensating bal-
ance requirement should be adjusted by
the amount of float unless such adjust-
ment would cause the compensating
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balance to be greater than the cash
balance per carrier’s books.) The float
adjustment is made by subtracting the
float from the compensating balance
requirement if the collected bank ledg-
er balance exceeds the cash balance per
carrier’s books or by adding the float
to the compensating balance require-
ment if the collected bank ledger bal-
ance is less than the cash balance per
carrier’s books.

(a) Float means deposits and with-
drawals in transit which constitute a
difference between the collected bank
ledger balance and the cash balance per
carrier’s books.

11. Cost center refers to an organiza-
tional subdivision for which cost data
are desired and for which provision is
made to accumulate costs such as a
terminal, yard, or track segment. A
cost center may correspond to a given
area of responsibility for which costs
are presently accumulated for planning
and control. A cost center is the small-
est segment of activity or area of re-
sponsibility for which costs are accu-
mulated and directly traceable.

12. Cost of renewal means the cost of
additional material applied (other than
the value assigned second-hand parts
remaining in the rebuilt unit) plus the
cost of labor used in the rebuilding
process, exclusive of the portion appli-
cable to dismantling and repair of old
parts reused.

13. Cost of removal means cost of de-
molishing, dismantling, tearing down
or otherwise removing property.

14. Debt issue cost means all costs in
connection with the issuance and sale
of evidences of debt, such as fees for
drafting mortgages and trust deeds;
fees for issuing or recording evidences
of debt; cost of engraving and printing
bonds and certificates of indebtedness;
fees paid trustees, specific costs of ob-
taining governmental authority; fees
for legal services; fees and commissions
paid underwriters, brokers and sales-
people for marketing such evidences
for debt; fees and costs of listing on ex-
changes; and other like costs.

15. Discount as applied to funded debt
securities or capital stock issued or as-
sumed by the carrier, means the excess
of the par or face value of the securi-
ties plus interest or dividends accrued
at the date of the sale over the cash
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value of the consideration received
from their sale.

16. Equity security encompasses any
instrument representing ownership
shares (e.g., common, preferred and
other capital stock), or the right to ac-
quire (e.g., warrants, rights, and call
options) or dispose of (e.g., put options)
ownership shares in an enterprise at
fixed or determinable prices. The term
does not encompass preferred stock
that by its terms either must be re-
deemed by the issuing enterprise or is
redeemable at the option of the inves-
tor, nor does it include treasury stock
or convertible bonds.

(a) Marketable, as applied to an eq-
uity security, means an equity security
as to which sales prices or bid and ask
prices are currently available on a na-
tional securities exchange (i.e., those
registered with the Securities and Ex-
change Commission) or in the over-the-
counter market. In the over-the-
counter market, an equity security
shall be considered marketable when a
quotation is publicly reported by the
National Association of Securities
Dealers Automatic Quotations System
or by the National Quotations Bureau,
Inc. (provided, in the latter case, that
quotations are available from at least
three dealers). Equity securities traded
in foreign markets shall be considered
marketable when such markets are of a
breadth and scope comparable to those
referred to above. This definition is not
met by restricted stock (securities for
which sale is restricted by a govern-
mental or contractual requirement ex-
cept where such requirement termi-
nates within one year or where the
holder has the power to cause the re-
quirement to be met within one year).
Any portion of the stock which can
reasonably be expected to qualify for
sale within one year, such as may be
the case under Rule 144 or similar rules
of the Securities and Exchange Com-
mission, is not considered restricted.

(b) Market value refers to the aggre-
gate of the market price of a single
share or unit times the number of
shares or units of each marketable eq-
uity security in the portfolio. When an
equity has taken positions involving
short sales, sales of calls, and pur-
chases of puts for marketable equity
securities and the same securities are
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included in the portfolio, those con-
tracts shall be taken into consider-
ation in the determination of market
value of the marketable equity securi-
ties.

(c) Cost, as applied to a marketable
equity security, refers to the original
cost unless a new cost basis has been
assigned based on recognition of an im-
pairment of value that was deemed
other than temporary or as the result
of a transfer between current and non-
current classifications. In such cases,
the new cost basis assigned shall be
considered cost.

17. (a) Income taxes means taxes based
on income determined under provisions
of the United States Internal Revenue
Code and foreign, state and other taxes
(including franchise taxes) based on in-
come.

(b) Income taxr expense means the
amount of income taxes (whether or
not currently payable or refundable)
allocable to a period in the determina-
tion of net income.

(c) Pretaxr accounting income means in-
come or loss for a period, exclusive of
related income tax expense.

(d) Taxable income means the excess
of revenues over deductions or the ex-
cess of deductions over revenue to be
reported for income tax purposes for a
period.

(e) Timing differences means dif-
ferences between the periods in which
transactions affect taxable income and
the periods in which they enter into
the determination of pretax accounting
income. Timing differences originate in
one period and reverse or turn around
in one or more subsequent periods.
Some timing differences reduce income
taxes that would otherwise be payable
currently; others increase income taxes
that would otherwise be payable cur-
rently.

(f) Permanent differences means dif-
ferences between taxable income and
pretax accounting income arising from
transactions that, under applicable tax
laws and regulations, will not be offset
by corresponding differences or turn
around in other periods.

(g) Tax effects means differentials in
income taxes of a period attributable
to (1) revenue or expense transactions
which enter into the determination of
pretax accounting income in one period

13
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and into the determination of taxable
income in another period, (2) deduc-
tions or credits that may be carried
backward or forward for income tax
purposes and (3) adjustments of prior
periods and direct entries to other
stockholders’ equity accounts which
enter into the determination of taxable
income in a period but which do not
enter into the determination of pretax
accounting income of that period. A
permanent difference does not result in
a tar effect as that term is used in this
definition.

(h) Deferred tares means tax effects
which are deferred for allocation to in-
come tax expense of future periods.

(1) Interperiod tax allocation means the
process of apportioning income taxes
among periods.

(j) Tazx allocation within a period
means the process of apportioning in-
come tax expenses applicable to a
given period between income before ex-
traordinary items and extraordinary
items, and of associating the income
tax effects of adjustments of prior peri-
ods and direct entries to other stock-
holders’ equity accounts with these
items.

18. (a) Investor means a business enti-
ty that holds an investment in voting
stock of another company.

(b) Investee means a corporation that
issued voting stock held by an inves-
tor.

(c) Corporate joint venture is a com-
pany owned and operated as a separate
and specific business or project for the
mutual benefit of the members of the
group. Joint facilities for purposes of
this system of accounts are not consid-
ered corporate joint ventures.

(d) Dividends when applied to dis-
tributions received from investees un-
less otherwise specified, means divi-
dends received or receivable in cash,
other assets, or another class of stock
and does not include stock dividends or
stock splits.

(e) Earnings or losses of an investee and
financial position of an investee refer to
net income (or net loss) and financial
position of an investee determined in
accordance with generally accepted ac-
counting principles.

(f) Undistributed earnings of an
investee means net income less divi-
dends declared whether received or not.
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(g) Date of acquisition is the date on
which the investor assumes the rights
of ownership. Ordinarily, this is the
date assets are received and other as-
sets are given or securities issued.

19. Joint facility means any owned or
leased carrier operating property occu-
pied or operated jointly by the carrier
and one or more other carriers, under
an arrangement whereby the cost and
income are apportioned to the parties
to the joint agreement. Portions of a
structure or other property used exclu-
sively by each of two or more carriers
are not joint facilities.

20. Ledger value of an account means
the undepreciated or unamortized cost
of acquisition of the item to the car-
rier, recorded in the general ledger. In
case the cost of any item of property is
not shown separately in the ledger, the
ledger value of that item shall be its
proportionate share of the value of the
entire group in which the particular
property is included.

21. Merger means the acquisition of
one company by another. See instruc-
tion 2-15.

22. Minor items of property means the
associated parts or items of which
units of property are composed.

23. Net railway operating income: Oper-
ating revenue remaining after deduct-
ing operating expenses, income taxes
on ordinary income, and the provision
for deferred income taxes. Also, in ar-
riving at NROI, deduct the Income
from Lease of Road and Equipment and
add the Rent for Leased Road and
Equipment, formerly accounts 509 and
542, respectively.

24. Net salvage value means salvage
value of property retired less the cost
of removal.

25. Nominally issued as applied to
funded debt securities or capital stock
issued or assumed by the carrier,
means those which have been signed,
certified by trustees, or otherwise exe-
cuted, and placed with the proper offi-
cer for sale and delivery, or pledged, or
otherwise placed in some special fund
of the accounting company, but which
have not been sold or issued directly to
the trustees of such fund in accordance
with contractual requirements.

26. Nominally outstanding as applied
to funded debt securities or capital
stock issued or assumed by the carrier,
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means those which, after being actu-
ally issued, have been reacquired by or
for the accounting company under such
circumstances which require them to
be considered as held alive and not re-
tired and canceled.

27. Premium as applied to funded debt
securities or capital stock issued or as-
sumed by the carrier, means the excess
of the cash value of the consideration
received from their sale over the sum
of their par (stated value of no par
stock) or face value and interest or
dividends accrued at the date of sale.

28. Programmed track replacements are
costs incurred as part of a track re-
placement program or planned expendi-
tures. Programmed track replacements
are generally performed by relatively
large work gangs which, on the basis of
programmed and authorized work or-
ders, use heavy mechanized equipment
to replace rail, ties and other track
material. For guidance on what not to
capitalize, see the notes to the text of
Accounts 8, 9 and 11.

29. Property retired means units of
property which have been removed,
sold, abandoned, destroyed, or which
for any cause have been permanently
withdrawn from service; also minor
items of property not replaced.

30. Rail Transportation Property. Rail
transportation property is all property
and other assets, irrespective of owner-
ship, that comprise the entire oper-
ating unit devoted to rail transpor-
tation service. This definition com-
prises the following accounts:

701 Cash

703 Special deposits

704 Loans and notes receivable

705 Accounts receivable—interline
other balances

706 Accounts receivable—customers

707 Accounts receivable—other

708.5 Receivable with affiliated companies

709 Accrued accounts receivable

710 Working funds

711 Prepayments

712 Material and supplies

713 Other current assets

714 Deferred income tax charges

731 Road and equipment property

732 Improvements on leased property

31. Salvage value means the amount
received from the sale of operating
property retired less any expenses in
connection with the sale or in pre-
paring the property for sale. If the

and
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property is retained for reuse, the sal-
vage value shall be recorded in account
712, Materials and Supplies, or other
appropriate account at an amount not
to exceed its recorded cost (actual or
average), or current market value,
whichever is lower.

32. Segment of a business refers to a
component of an entity whose activi-
ties represent a separate major line of
business or class of customer. A seg-
ment may be in the form of a sub-
sidiary, a division, or a department,
and in some cases a joint venture or
other non-subsidiary investee, provided
that its assets, results of operations,
and activities can be clearly distin-
guished, physically and operationally
and for financial reporting purposes,
from the other assets, results of oper-
ations, and activities of the entity. The
fact that the results of operations of
the segment being sold or abandoned
cannot be separately identified strong-
ly suggests that the transaction should
not be classified as a disposal of a seg-
ment of business.

(a) Measurement date means the date
on which the management having au-
thority to approve the action commits
itself to a formal plan to dispose of a
segment of the business, whether by
abandonment or sale. The measure-
ment date for disposals requiring Com-
mission approval shall be the service
date of the Order authorizing the dis-
posal.

(b) Disposal date refers to the date of
closing the sale, if the disposal is by
sale or the date that operations cease if
the disposal is by abandonment.

33. Service life means the period be-
tween the date when operating prop-
erty is placed in service and the date of
its retirement.

34. Service value means the ledger
value of operating property less its sal-
vage value (see definition 17).

35. Track maintenance is material and
labor costs of routine track repairs
such as sporadic tie replacement, re-
pair of broken rails, tightening track
bolts and track spikes. A more com-
plete list of maintenance items are in-
cluded in notes to the text of Accounts
8, 9 and 11.

36. Work equipment means equipment
which can be coupled in a train for
movement over the carrier’s tracks,
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and which is used in the carrier’s work
service. See equipment listing for ac-
count 57, Work equipment.

[42 FR 35017, July 7, 1977, as amended at 44
FR 3493, Jan. 19, 1979; 45 FR 31110, May 12,
1980; 48 FR 7183, Feb. 18, 1983; 48 FR 33718,
July 25, 1983; 49 FR 2254, Jan. 19, 1984; 52 FR
4321, Feb. 11, 1987]

GENERAL INSTRUCTIONS

1-1 Classification of carriers. (a) For
purposes of accounting and reporting,
carriers are grouped into the following
three classes:

Class I: Carriers having annual car-
rier operating revenues of $250 million
or more after applying the railroad rev-
enue deflator formula shown in Note A.

Class II: Carriers having annual car-
rier operating revenues of less than
$250 million but in excess of $20 million
after applying the railroad revenue
deflator formula shown in Note A.

Class III: Carriers having annual car-
rier operating revenues of $20 million
or less after applying the railroad rev-
enue deflator formula shown in Note A.

(b)(1) The class to which any carrier
belongs shall be determined by annual
carrier operating revenues after the
railroad revenue deflator adjustment.
Families of railroads operating within
the United States as a single, inte-
grated rail system will be treated as a
single carrier for -classification pur-
poses. Upward and downward reclassi-
fication will be effected as of January 1
in the year immediately following the
third consecutive year of revenue qual-
ification.

(2) If a Class II or Class IIT carrier’s
classification is changed based on three
years’ adjusted revenues the -carrier
shall complete and file the Classifica-
tion Index Survey Form with the Board
by March 31 of the year following the
end of the period to which it relates.

(3) Newly organized carriers shall be
classified on the basis of their annual
carrier operating revenues after rail-
road revenue deflator adjustment for
the latest period of operation. If actual
data are not available, new carriers
shall be classified on the basis of their
carrier operating revenues known and
estimated for a year (after railroad
revenue deflator adjustment).
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(4) When a business combination oc-
curs, such as a merger, reorganization,
or consolidation, the surviving carrier
shall be reclassified effective January 1
of the next calendar year on the basis
of the combined revenue for the year
when the combination occurred (after
railroad revenue deflator adjustment).

(5) In unusual circumstances, such as
partial liquidation and curtailment or
elimination of contracted services,
where regulations will unduly burden
the carrier, the carrier may request the
Board for an exception to the regula-
tions. This request shall be in writing
specifying the conditions justifying an
exception.

(c) Class I carriers shall keep all of
the accounts of this system which are
applicable to their operations. Class II
and IIT carriers are not required to
maintain the accounts of this system.

(d) All switching and terminal com-
panies, regardless of their operating
revenues will be designated Class III
carriers.

(e) Unless provided for otherwise, all
electric railway carriers, regardless of
operating revenues, will be designated
Class III carriers.

NOTE A: The railroad revenue deflator for-
mula is based on the Railroad Freight Price
Index developed by the Bureau of Labor Sta-
tistics. The formula is as follows:

Current Year’s Revenues x (1991 Average
Index/Current Year’s Average Index)

NOTE B: See related regulations 49 CFR

1241.15 Railroad classification survey form.

[67 FR 27185, June 18, 1992; 57 FR 31754, July
17, 1992; 66 FR 56245, Nov. 7, 2001; 67 FR 57533,
Sept. 11, 2002]

1-2 Classification of accounts. (a) Ac-
counts are prescribed to cover cost of
property used in transportation oper-
ations and operations incidental there-
to and for revenues, expenses, taxes,
rents, and other items of income for
such operations. Separate accounts are
prescribed for investment in property
not used in transportation operations
and for other investments and income
therefrom; for unusual and infrequent
items; for operations and disposal of
discontinued segments; for extraor-
dinary items and accounting changes;
and for assets, liabilities and capital
includable in the balance sheet state-
ment. Retained earnings accounts form
the connecting link between the in-
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come account and the equity section of
the balance sheet. They are provided to
record the transfer of net income or
loss for the year; certain capital trans-
actions; and, when authorized by the
Board, other items.

(b) The cost of property, and the rev-
enues, expenses, taxes and rents for
miscellaneous operations involving the
use of such facilities as hotels, res-
taurants, grain elevators, storage
warehouses, power plants, cold storage
plants, etc., shall not be included in
the accounts prescribed for transpor-
tation operations unless the operation
of the facilities is conducted by the
railway companies in connection with
furnishing transportation services.
Likewise, the cost of property, the rev-
enues, expenses, taxes, and rents aris-
ing from the operation of stockyards
shall not be included in accounts pre-
scribed for transportation operations
unless operation of the facilities is con-
ducted in connection with transpor-
tation of livestock. It is not intended
that cost of property and income aris-
ing from incidental public stockyards
service rendered by stockyards pri-
marily devoted to transportation serv-
ices shall be excluded from transpor-
tation operation accounts.

(c) Joint facility accounts are pro-
vided for the joint users of tracks,
bridges, yards, wharves, stations, and
other facilities in which to record
items in settlement for use of such fa-
cilities. When the compensation for the
use of facilities is a fixed amount or is
based upon a charge per passenger, ton,
car or other unit, the amount shall be
fairly apportioned by the operating
company among the joint facility oper-
ating expense and income accounts.
The creditor shall show the distribu-
tion of these charges upon its bills, and
such distribution shall be adhered to
by the debtor. Train service in connec-
tion with the line haul of traffic, in-
cluding that operated under a joint ar-
rangement for the benefit of two or
more carriers, is not considered a joint
facility operation.

(d)(1) Extraordinary Items. All items of
profit and loss recognized during the
year are includable in ordinary income
unless evidence clearly supports their
classification as extraordinary items.
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Extraordinary items are character-
ized by both their unusual nature and
infrequent occurrence taking into ac-
count the environment in which the
firm operates; they must also meet the
materiality standard.

Unusual means the event or trans-
action must possess a high degree of
abnormality and be of a type clearly
unrelated to, or only incidentally re-
lated to the ordinary and typical ac-
tivities of the entity.

Infrequent occurrence means the
event or transaction shall be of a type
not reasonably expected to recur in the
foreseeable future.

(2) Unusual or Infrequent Items. Mate-
rial events unusual in nature or infre-
quent in occurrence but not both, thus
not meeting both criteria for classi-
fication as extraordinary, shall be in-
cludable in the accounts provided as
separate components of income/expense
from continuing operations.

(38) Discontinued Operations. The re-
sults of continuing operations shall be
reported separately from discontinued
operations and any gain or loss result-
ing from disposal of a segment of a
business (see definition 23(a)) shall be
reported in conjunction with the re-
lated results of discontinued operations
and not as an extraordinary item. The
disposal of a segment of a business
shall be distinguished from other dis-
posals of assets incident to the evo-
lution of the entity’s business, such as
the disposal of part of a line of busi-
ness, the shifting of production or mar-
keting activities for a particular line
of business from one location to an-
other, the phasing out of a product line
or class of service, and other changes
occasioned by technological improve-
ments. If a loss is expected from the
proposed sale or abandonment of a seg-
ment, the estimated loss shall be pro-
vided for at the measurement date (see
definition 23(b)). If a gain is expected,
it shall be recognized when realized,
which ordinarily is the disposal date
(see definition 23(c)).

(4) Prior period adjustments. Only the
following two items of profit and loss
shall be accounted for and reported as
prior period adjustments and excluded
from the determination of net income
for the current period:
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(1) Correction of an error in the fi-
nancial statements of a prior period,
and

(2) Adjustments that result from re-
alization of income tax benefits of

preacquisition operating loss
carryforwards of purchased subsidi-
aries.

With the exception of the two items
just mentioned, all items of profit and
loss recognized during a period shall be
included in the determination of net
income for that period.

NOTE: The carrier shall follow generally
accepted accounting principles where an in-
terpretation of the rules is needed or obtain
an interpretation from its public accountant
or the Board.

(5) Accounting Changes. Errors in fi-
nancial statements result from mathe-
matical mistakes, mistakes in the ap-
plication of accounting principles, or
oversight or misuse of facts that ex-
isted at the time the financial state-
ments were prepared. In contrast, a
change in an accounting estimate re-
sults from new information or subse-
quent developments and from better in-
sight or judgment. Correction of an
error should be accomplished through a
prior period adjustment [See Instruc-
tion 1-2(d)(4)]. Changes in an account-
ing estimate should be accounted for in
the period of change (and future period
if the change affects both)(See Instruc-
tion 1-7). A change in an accounting
principle or accounting entity should
be referred to this Board for approval.
The cumulative effect of a change in
accounting principle should ordinarily
be reflected in the account provided for
in determining net income.

(6) Materiality. As a general standard
an item shall be considered material
when it exceeds 10 percent of annual in-
come (loss) before extraordinary items.
An item may also be considered in rela-
tion to the trend of annual earnings be-
fore extraordinary items or other ap-
propriate criteria. Items shall be con-
sidered individually and not in the ag-
gregate in determining materiality.
However, the effects of a series of re-
lated transactions arising from a single
specific and identifiable event or plan
of action shall be aggregated to deter-
mine materiality.

(7T) Board Approval and Accountant’s
Letter. Items shall be included in the
accounts provided for extraordinary
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items, unusual or infrequent items, dis-
continued operations, prior period ad-
justments and cumulative effect of
changes in accounting principles only
upon approval of the Board. If the car-
rier retains the service of an inde-
pendent accountant, a request for
using these accounts shall be accom-
panied by a letter from the inde-
pendent accountant approving or oth-
erwise commenting on the request.
NoOTE: The carrier may refer to generally
accepted accounting principles for further
guidance in applying paragraph (d) above.
[42 FR 35017, July 7, 1977 as amended at 43 FR
37455, Aug. 23, 1978; 52 FR 4321, 4324, Feb. 11,
1987]

1-3 Records. (a) Each carrier shall
keep its books of account, and all other
books, records, and memoranda which
support the entries in such books of ac-
count so as to be able to furnish read-
ily full information as to any item in-
cluded in any account. Each entry
shall be supported by such detailed in-
formation as will permit ready identi-
fication, analysis, and verification of
all facts relevant thereto.

(b) All expenditures including the ex-
pense accounts of officers and employ-
ees shall be supported by vouchers,
payrolls, receipted Dbills, canceled
checks, receipts for petty cash pay-
ments, or other evidences of the ex-
penditures incurred.

(c) The books referred to herein in-
clude not only books of accounts in a
limited technical sense but all other
records such as minute books, stock
books, reports, correspondence, memo-
randa, etc., which will be useful in de-
veloping the history of or facts regard-
ing any transaction.

(d) No -carrier shall destroy any
books, records, memoranda, etc., which
support entries to its accounts unless
destruction is permitted by the regula-
tions governing preservation of
records, Part 1220 of this chapter.

(e) In addition to prescribed ac-
counts, clearing accounts, temporary
accounts, and subdivisions of any ac-
counts may be kept, provided the in-
tegrity of the prescribed accounts is
not impaired.

(f) Cost detail shall be maintained by
cost centers for purposes of cost assign-
ments effective 1-1-79. This provides for
cost control and cost planning at any
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designated area of responsibility. These
cost centers shall be similarly defined
as the railroads’ existing responsibility
centers. Cost center information shall
therefore be kept at the same level of
detail presently collected, categorized,
and maintained in railroad internal
managerial accounting systems. This
detailed information shall not be re-
ported to the Board on an ongoing
basis. However, the carrier shall keep
the detailed information to provide a
ready analysis and verification of the
costs collected by cost center.

[42 FR 35017, July 7, 1977, as amended at 52
FR 4324, Feb. 11, 1987; 61 FR 9113, Mar. 7, 1996]

1-4 Accounting period. (a) Each car-
rier shall keep its books on a monthly
basis so that known transactions, as
nearly as may be ascertained, shall be
entered in the accounts not later than
60 days after the last day of the period
for which the accounts are stated, ex-
cept that the time within which the
final entries for the year ending De-
cember 31 shall be made may be ex-
tended to such date in the following
March as shall not interfere with the
preparation and filing of annual report.

(b) A trial balance of the general
ledger accounts shall be prepared at
the close of each month setting out the
account number, title, and amount of
each ledger account. (Mechanical, elec-
tronic or automatic data processing
printout documentation producing the
equivalent of manually prepared trial
balances shall identify balances by ac-
count numbers.) At the end of the cal-
endar year, the revenue, expense, and
other income accounts shall be closed
into retained earnings account, and the
balance sheet account balances shall be
brought forward to the general ledger
for the succeeding year.

(c) No changes shall be made in the
accounts for periods covered by quar-
terly and annual reports that have
been filed with the Board unless the
changes have first been authorized by
the Board.

1-5 Accrual method of accounting.
The accounting for operating revenues,
operating expenses, income and other
items each month and year shall be, as
nearly as practicable, upon the basis of
accruals consistently applied. Any
change in practice of accounting for
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accruals or any unusual accruals in-
volving material amounts shall be re-
ported promptly to the Board.

1-6 Charges to be just and reasonable.
All charges to the accounts prescribed
in this system of accounts for carrier
property, operating revenues, oper-
ating and maintenance expenses, and
other carrier expenses, shall be just,
reasonable and not exceed amounts
necessary to the honest and efficient
operation and management of carrier
business. Payments shall not exceed
the fair market value of goods and
services acquired in an arm’s length
transaction. Any payments in excess of
such just and reasonable charges shall
be included in account 551, Miscella-
neous income charges.

1-7 Changes in accounting estimates.
Changes in accounting estimate arising
during the current year which are ap-
plicable to prior years shall be included
in the same account which would have
been charged or credited if the item
had been taken up or the adjustment
made in the year to which it pertained.
[See Instruction 1-2(d)(b) for Account-
ing Changes].

[42 FR 35017, July 7, 1977, as amended at 52
FR 4324, Feb. 11, 1987]

1-8 Accounting for computer systems
and word processing costs. (a) Capital-
ized costs for computer systems and
word processing equipment shall be
charged to property account 59, when
such costs are not dedicated to a par-
ticular function (See Account 59). Re-
lated depreciation expenses for capital-
ized costs shall be charged to account
62-23-00, Depreciation, Other Equip-
ment.

(b) Repair and maintenance costs re-
lated to computer systems and word
processing equipment shall be charged
to function 46 of the Other equipment
subactivity by appropriate natural ex-
pense (labor, material, purchased serv-
ices, other). Repairs performed by an
outside company shall be charged to
operating expense account 39-23-46.

(c) Operating costs related to com-
puter systems and word processing
equipment shall be charged to function
87, Management services and data and
word processing, when the equipment
benefits more than one activity. When
the equipment benefits one activity
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only, such operating costs shall be
charged to the activity/function bene-
fited.

[62 FR 4324, Feb. 11, 1987]

1-9 Transactions with affiliated com-
panies. (a) The records and supporting
data of all transactions with affiliated
companies shall be maintained in a
separate file. The types of transactions
referred to in this paragraph are for
management services or any other type
of services rendered, sale or use of fa-
cilities or any other type of assets or
property. The file shall be maintained
so as to enable the carrier, upon a
Board request, to furnish accurate in-
formation with supporting documenta-
tion about particular transactions
within 15 days of the request. We do
not intend the file to include data re-
lating to ordinary carrier operations
(e.g. lawful tariff charges or inter-
change of equipment).

(b) Each bill rendered by an affiliated
company shall state specifically the
basis used for determining charges, un-
less the file contains the information
to support the specific basis for
charges.

(¢c) Punched cards, magnetic tapes,
discs, or other machine-sensible de-
vices used for recording, consolidating,
and summarizing accounting trans-
actions and records with a carrier’s
electronic or automatic data proc-
essing system may constitute a file
within the meaning of this instruction.

(d) The carrier shall record, as the
cost of assets or services received from
an affiliated supplier, the invoice price
(plus any incidental costs related to
those transactions) in those cases
where the invoice price can be deter-
mined from a prevailing price list of
the affiliated supplier available to the
general public in the normal course of
business. If no such price list exists,
the charges shall be recorded at the
lower of their cost to the originating
affiliated supplier (less all applicable
valuation reserves in case of asset
sales, or their estimated fair market
value determined on the basis of a rep-
resentative study of similar competi-
tive and arm’s-length or bargained
transaction. Any difference between
actual transaction price and the above,
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as well as charges that are not trans-
portation related, shall be considered
of a financing nature and shall be re-
corded, accordingly, as nonoperating
charges or credits. (See instruction 1-
6.)

(e) Nothing contained herein shall be
construed as restraining the carrier
from subdividing accounts (see instruc-
tion I-3(e)) for the purpose of recording
separately transactions with affiliated
companies.

(f) Carriers reporting information on
a consolidated or combined basis in
railroad Annual Report Form R-1 shall
maintain a file with appropriate
records and supporting data. This shall
include work sheets showing revenues,
expenses, earnings, investment in as-
sets and accumulated depreciation for
all affiliated railroads and rail-related
affiliated companies. The work sheets
shall also disclose any eliminations.
Carriers shall also disclose the method-
ology used to support segregation of
rail-related or other items as appro-
priate. Further, a file shall be main-
tained to support and reconcile entity
sales, transfers and reclassifications as
well as taxes deducted from gains or
losses.

[42 FR 35017, July 7, 1977, as amended at 53
FR 46620, Nov. 18, 1988]

1-10 Accounting for income taxes. (a)
The interperiod tax allocation method
of accounting shall be applied where
material timing differences (see defini-
tion 17(e)) occur between pretax ac-
counting income and taxable income.
Carriers may elect, as provided by the
Revenue Act of 1971, to account for the
investment tax credit by either the
flow through method or the deferred
method of accounting. See paragraphs
(d) and (e) below. All income taxes
(Federal, state and other) currently
accruable for income tax return pur-
poses shall be charged to account 556,
Income tazxes on ordinary income, and ac-
count 590, Income Taxes on Extraor-
dinary Items, as applicable.

(b) Under the interperiod tax alloca-
tion method of accounting the tax ef-
fect of timing differences (see defini-
tion 17) originating in the current ac-
counting period are allocated to in-
come tax expense of future periods
when the timing differences reverse.
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Similar timing differences originating
and reversing in the current account-
ing period should be combined into
groups and the current tax rates ap-
plied to determine the tax effect of
each group. A carrier shall not apply
other than current tax rates in deter-
mining the tax effect of reversing dif-
ferences except upon approval of the
Board. When determining the amount
of deferred taxes, rather than com-
puting state and other taxes individ-
ually by jurisdiction, the Federal in-
come tax rate may be increased by a
percent equivalent to the effect of
taxes imposed by the jurisdictions. In
classifying a deferred charge or credit
as current or noncurrent a carrier shall
follow the classification criteria used
for the related asset or liability which
caused the timing difference. A de-
ferred charge or credit that is not re-
lated to an asset or liability because
(a) there is no associated asset or li-
ability or (b) reduction of an associated
asset or liability will not cause the
timing difference to reverse shall be
classified based on the expected rever-
sal date of the specific timing dif-
ference. Such classification disregards
any additional timing differences that
may arise and is based on the criteria
used for classifying other assets and li-
abilities.

(c) The future tax benefits of loss
carryforwards shall normally be recog-
nized in the year in which such loss is
applied to reduce taxes. Only in those
unusual instances when realization is
assured beyond any reasonable doubt
should the future tax benefits of loss
carryforwards be recognized in the year
of loss. The tax effects of any realizable
loss carrybacks shall be recognized in
the determination of net income (loss)
of the loss periods; appropriate adjust-
ments of existing net deferred tax cred-
its may also be necessary in the loss
period.

(d) Carriers electing to account for
the investment tax credit by the flow
through method shall credit account
5566 Income taxes on ordinary income, or
account 590, Income tares on extraor-
dinary items, as applicable, and charge
account 760, Federal income taxes ac-
crued, with the amount of investment
tax credit utilized in the current ac-
counting period. When the flow
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through method is followed for the in-
vestment tax credit, account 557, Provi-
sion for Deferred Taxes, shall reflect the
difference between the tax payable
(after recognition of allowable invest-
ment tax credit) based on taxable in-
come and tax expense (with full rec-
ognition of investment tax credit that
would be allowable based on account-
ing income) based on accounting in-
come.

(e) Carriers electing to account for
the investment tax credit by the de-
ferred method shall concurrently with
making the entries prescribed in (d)
above charge account 557, Provision for
deferred taxes, or account 591, Provision
for deferred taxes—extraordinary item, as
applicable, and shall credit account 786,
Accumulated deferred income tax credits,
with the investment tax credit utilized
as a reduction of the current year’s tax
liability but deferred for accounting
purposes. The investment tax credit so
deferred shall be amortized by credits
to account 557, Provision for deferred
taxes.

NOTE A: Any change in practice of account-
ing for the investment tax credit shall be re-
ported promptly to the Board. Carriers desir-
ing to clear deferred investment tax credits
because of a change from the deferral meth-
od to the flow though method shall submit
the proposed journal entry to the Board for
consideration and advice.

NoOTE B: The carrier shall follow generally
accepted accounting principles where an in-
terpretation of the accounting rules for in-
come taxes is needed or obtain an interpreta-
tion from its public accountant or the Board.

[42 FR 35017, July 7, 1977, as amended at 47
FR 12350, Mar. 23, 1982; 52 FR 4321, Feb. 11,
1987; 67 FR 57533, Sept. 11, 2002]

1-11 Items in texts of accounts. The
items appearing in the texts of the ac-
counts or elsewhere herein are for the
purpose of more clearly indicating the
application of the prescribed account-
ing. The items are intended to be rep-
resentative, but not exhaustive. The
appearance of an item in the text of a
primary account warrants the inclu-
sion of the item in the account men-
tioned only when the whole text also
indicates inclusion inasmuch as the
same item frequently appears in more
than one primary account. The proper
entry in each instance must be deter-
mined by the entire text of each pri-
mary account.
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1-12 Distribution of pay and expenses
of employees. (a) The pay and expenses
of officers or employees regularly as-
signed to specific duties who perform
incidental services of a different nature
involving small expense may be in-
cluded in the appropriate expense ac-
counts for the duties to which such of-
ficers or employees are regularly as-
signed.

(b) When it is necessary to apportion
the pay of officers and employees
among various accounts, the carrier
shall apportion the pay on the basis of
the directly assignable pay to the var-
ious accounts.

1-13 Payroll related expenses. (a)
Fringe benefits (account series 12-00—
00) distributed to the activities using
one of the following techniques (in
order of preference):

(1) Apply appropriate factors to the
total of the fringe expense account, in
such a way as to distribute an equi-
table proportion of cost to each activ-
ity. These factors shall be developed to
take into account variables such as the
following:

(i) The effect of seniority on the ex-
pense. For example, profit sharing or
pensions may be available to only cer-
tain categories of employees, which
may be more predominant in one activ-
ity than another.

(ii) The effect of the type of work
performed. For example, workmen’s
compensation expense may vary for
each category of employees because of
the rate charged or the claims experi-
ence of the category.

(iii) Any other variable which may
have an appreciable effect on the eq-
uity of the apportionment.

(2) Distribute the amount in the
same proportion as the pay charged to
each activity in account series 11-00-00
(salaries and wages).

(3) Distribute the amounts using any
other equitable basis which the carrier
can substantiate.

(b) All carriers shall be prepared to
describe the basis of apportionment
used to distribute expenses included in
this instruction.

(c) Any carrier which finds it imprac-
ticable to distribute expenses as re-
quired by this instruction should fur-
nish the Board with full particulars of
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the conditions which prevent the prop-
er distribution. Upon receipt of such
information carrier will be advised of
the procedure to be followed.

1-14 Submission of questions. To
maintain uniformity of accounting,
carriers shall submit questions of
doubtful interpretation to the Board
for consideration and decision.

1-15 Transfers from government aqu-
thorities. When a Federal, State, or mu-
nicipal government transfers cash or
other assets to a railroad, the trans-
action shall be accounted for in accord-
ance with the provisions set forth here-
under.

(a) The following forms of govern-
ment transfers shall be included in ac-
count 502, Railway Operating Revenues—
Transfers from Government Authorities
for Current Operations when received:

(1) Payments as reimbursement for
operating losses sustained on a specific
line, or in a certain region. Examples
include support of commuter oper-
ations of a railroad, and local rail serv-
ice assistance subsidies granted to a
railroad under authority of the Rail-
road Revitalization and Regulatory Re-
form Act of 1976;

(2) Subsidies designated by the donor
to offset operating expenses of the rail-
road, and

(3) Subsidies which may be applied at
the discretion of the recipient to oper-
ating expenses and/or operating prop-
erty.

(b) Government transfers relating to
the acquisition, addition to, or im-
provement of depreciable operating
property shall be included in account
783, Deferred Revenues—Transfers from
Government Authorities when received.
Account 783 shall be periodically
charged, and account 503, Railway Oper-
ating Revenues—Amortization of Deferred
Transfers from Government Authorities
shall be credited with amounts equal to
the depreciation costs of the assets to
which they apply.

(c) Government transfers in the form
of, or designated for the purchase of
nondepreciable operating property
shall be included in account 796, Other
Capital Surplus in the manner described
in the text of that account.

(d)(A) Transfers from the Federal
Government to Amtrak and ConRail
relating to the acquisitions, addition
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to, or improvement of depreciable or
nondepreciable operating property
shall be included in account 796 in the
manner described in the text of that
account.

(2) Transfers from the Federal Gov-
ernment to Amtrak and ConRail other
than those described in paragraph (d)(1)
shall be accounted for in accordance
with paragraph (a) of this section.

(e) The provisions of this section do
not apply to the following forms of
government transfers:

(1) Government contributions in con-
nection with construction projects in
which government agencies and rail-
roads participate. Transfers of this
type shall be accounted for in accord-
ance with the provisions of instruction
2-17. Paragraph (b) of that instruction
lists applicable construction projects.

(2) Government payment for specific
services rendered by the carrier in
transporting property or persons by
rail line other than services described
in paragraph (a)(1) of this section. Such
payments shall be included in account
501, Railway Operating Revenues (Exclu-
sive of Transfers from Government Au-
thorities).

(3) Government transfers relating to
other than carrier operations.

(4) Government transfers in exchange
for debt and/or equity securities of re-
cipients.

(f) Government transfers shall gen-
erally be recorded when made available
to the railroad. However, transfers re-
lating to specific operations shall be
recorded as earned.

(g) Government transfers in the form
of assets other than cash shall be re-
corded at fair value when received.

[43 FR 30558, July 17, 1978, as amended at 52
FR 4321, Feb. 11, 1987]

1-16 Business entertainment expenses.
(a) Business entertainment expenses
are to be accounted for as operating ex-
penses when incurred in conjunction
with sales or marketing related activi-
ties. Sales or marketing related activi-
ties are those that emphasize a car-
rier’s ability to provide efficient, time-
ly and competitive service. These ac-
tivities include outlays designed to
promote new business as well as out-
lays incurred in maintaining existing



Surface Transportation Board, DOT

business. The entertainment expendi-
tures must be reasonable in relation to
the business conducted and the busi-
ness purpose for the entertainment
must be adequately supported. Exam-
ples of this type of activity include the
following:

(1) Salespersons’ salaries and travel
expenses, advertising, promotional and
educational material;

(2) The conduct of shipper sympo-
siums, conferences, meetings and traf-
fic related functions;

(3) The use of direct mail solicita-
tions and the publication and distribu-
tion of routing guides and service di-
rectories;

(4) Incidental promotional materials
such as road atlases, calendars, pens,
scratchpads, and other materials of
nominal value;

(5) The conduct of business oriented
lunches and dinners, public affairs pro-
gramming, conferences and customer
service calls;

(6) Sponsoring sales promotion func-
tions, involving a number of customers
or potential customers.

It must be noted that an activity listed
above is not to be automatically ac-
counted for as an operating expense. A
carrier must be able to justify that an
activity was primarily sales or mar-
keting related.

(b) Business entertainment expenses
are to be accounted for as non-oper-
ating expenses when they cannot be
shown to be related to the sales or
marketing activity. These are expenses
that are primarily related to recre-
ation or to the convenience and com-
fort of the individuals rather than to
the transaction of business. Examples
of this type of activity include the fol-
lowing:

(1) Recreational or resort entertain-
ment, including but not limited to,
fishing, hunting, tennis, golfing, skiing
or other sporting or recreational trips
or outings;

(2) Expense paid transportation in
any carrier owned, leased or furnished
vehicles, planes, helicopters, boats,
yvachts, or other methods;

(3) Expense paid lodging in any car-
rier owned, leased or furnished motels,
hotels, apartments, condominiums,
lodges, rooms and other places of over-
night accommodation;
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(4) Paid admission to any sporting,
cultural, educational, recreational, or
entertaining occurrence or event;

(5) Gifts such as athletic equipment,
food or liquor, beverages of all types,
smoking materials, clothing and per-
sonal accessories;

(6) The furnishing of lunches, din-
ners, appetizers or beverages where
there is no true business purpose;

(7) Social occasions such as holiday
parties.

It must be noted that an activity listed
above is not to be automatically ac-
counted for as a non-operating expense.
If a carrier can justify that the activ-
ity was primarily sales or marketing
related, it may be accounted for as an
operating expense.

NoTE: The examples listed above are not
inclusive, but are intended as a guide to give
carriers an indication of what will or will
not be permitted to be recovered through the
rate structure. In all instances the burden of
proof will fall on the carrier involved.

[47 FR 9467, Mar. 5, 1982, as amended at 52 FR
4321, Feb. 11, 1987]

1-17 Disclosure guideline. In addition
to the accounting policies presented in
these regulations, all disclosures relat-
ing to APB Opinions and FASB State-
ments adopted by the Board are re-
quired.

[62 FR 4324, Feb. 11, 1987]

1-18 Distribution of expenses for mate-
rial, tools, fuel, lubricants, purchased
services and general. (a) These expenses
shall be assigned directly to activities
based on usage whenever possible.

(b) When it is necessary to apportion
these expenses to two or more activi-
ties they shall be equitably appor-
tioned only to the activities in which
they are actually used or to the activi-
ties they support.

[67 FR 57533, Sept. 11, 2002]

INSTRUCTIONS FOR PROPERTY
ACCOUNTS

2-1 Items to be charged. (a) To the
road and equipment property accounts
shall be charged the cost of purchasing
land, the cost of purchasing and con-
structing buildings, facilities and
equipment, and the cost of additions
and betterments to property, Cost
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means the amount of cash disbursed, or
the fair value of other assets distrib-
uted, or the present value of amounts
to be paid. Where the fair market value
of resources given up (assets, services
or items of stockholder’s equity) is not
clearly determinable, the cost may be
determined by the fair market value of
the resources acquired. The carrier
shall be prepared to furnish the Board
with the particulars of its method of
determining cash value when the con-
sideration is other than monetary. The
amount of liabilities incurred with sup-
pliers in the normal course of business,
which are due in customary trade
terms not exceeding approximately one
year, shall be recorded at the maturity
value. Acquisition date is the date title
passes to the carrier.

(b) The cost of road and equipment
purchased under a plan involving other
deferred payments (debt or capital
lease) shall be recorded at the dis-
counted present value of the payment,
net of executory costs such as insur-
ance, maintenance, and taxes. The in-
terest rate used to discount the pay-
ments should be the prevailing market
rate for similar debt instruments of
issues with similar credit ratings. In
any event, the rate used for valuation
purposes will normally be at least
equal to the rate at which the carrier
can obtain financing of a similar na-
ture from other sources at the date of
the transaction (the carrier’s incre-
mental borrowing rate). In the case of
a capital lease, when it is practical to
ascertain the implicit rate computed
by the lessor, and that rate is less than
the carrier’s incremental borrowing
rate, the carrier should use the im-
plicit rate. Acquisition date for a cap-
ital lease is the date the lease agree-
ment is signed. If the property covered
by the lease has yet to be constructed
or has not been acquired by the lessor
at the date the lease agreement or
commitment is signed, the acquisition
date shall be the date the property
under construction is completed or the
date the property not yet acquired is
acquired by the lessor. (See Instruction
2-20.)

(c) Where actually incurred, interest
cost is to be added to the cost of road
and equipment deemed qualifying assets
during the period of time required to
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get them ready for their intended use
(acquisition period). Qualifying assets
are those that are (1) either con-
structed or otherwise produced for a
carrier’s own use (including assets con-
structed or produced for the carrier by
others for which deposits or progress
payments have been made) or (2) assets
intended for sale or lease that are con-
structed or otherwise produced as dis-
crete projects. The amount of interest
to be capitalized for qualifying assets
shall be based upon the average
amount of accumulated expenditures
for the asset during the acquisition pe-
riod at the rate used on specific new
borrowings associated with the quali-
fying asset. If average accumulated ex-
penditures for the asset exceed the
amount of specific new borrowings as-
sociated with the asset, the rate to be
applied to such excess shall be a
weighted average of the rates applica-
ble to other borrowings of the enter-
prise. The total amount of interest cost
capitalized in an accounting period
shall not exceed the total amount of
interest cost incurred by the enterprise
during that period.

(d) Suitable records shall be main-
tained showing expenditures during the
year for original road and equipment
and road extensions; for merger and
purchase of existing lines and reorga-
nizations; for additions and better-
ments; and credits for property retire-
ment.

(e) When the carrier exchanges road
and equipment for other road and
equipment with no other consideration
involved, the road and equipment re-
ceived shall be recorded at the ledger
value of the road and equipment relin-
quished. Where the carrier receives a
monetary consideration in the ex-
change, the carrier shall recognize gain
on the exchange to the extent that the
consideration received exceeds a pro-
portionate share of the recorded cost of
the road and equipment surrendered.
The portion of the cost applicable to
the realized amount shall be based on
the ratio of the monetary consider-
ation to the total consideration re-
ceived (monetary consideration plus
the estimate fair value of the road and
equipment received) or, if more clearly
evident, the fair value of the road and
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equipment transferred. Where the car-
rier pays a monetary consideration in
the exchange, it shall not recognize
any gain on the transaction but shall
record the road and equipment received
at the amount of the monetary consid-
eration paid plus the recorded costs of
the road and equipment surrendered. If
a loss is indicated by the terms of an
exchange transaction, the carrier shall
recognize the entire loss on the ex-
change. Immaterial gains and losses on
these exchanges shall be included in
account 519, Miscellaneous Income, or
551, Miscellaneous Income Charges, as
appropriate. Material amounts shall be
recorded in accordance with Instruc-
tion 1-2(d).

[62 FR 4324, Feb. 11, 1987]

2-2 Minimum rule applicable to addi-
tions to property. An exception to the
rule in Instruction 2-1 is that when the
cost of acquisition of units of road
property and of additions to existing
units of road property (other than land
and tracks) is less than $5,000, such
costs may be charged to operating ex-
penses. This amount (rounded to the
nearest $100) will be adjusted by the
June Producer Price Index for all com-
modities when an aggregate adjust-
ment is $600 or more. The revision will
be published in the FEDERAL REGISTER
and be effective as of January 1 of the
following year. The carrier shall not
parcel expenditures under a general
plan bringing the accounting for such
expenditures within this minimum
rule. An amount of less than the cur-
rent minimum capitalization level, for
the railroad as a whole or for indi-
vidual property accounts may be
adopted for purposes of this rule pro-
vided the -carrier first notifies the
Board of the amount it proposes to
adopt and thereafter makes no change
in the amount unless authorized by the
Board. An amount adopted shall be ad-
hered to in reporting property changes
for valuation purposes.

[55 FR 42016, Oct. 17, 1990]

2-3 Land. (a) Accounts are provided
for the cost of land used in transpor-
tation operations and also for land
used in other than transportation oper-
ations. When land is retired from
transportation operations but is re-
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tained by the carrier the original cost
(estimated, if not known) shall be
transferred to the account prescribed
for property used in other than trans-
portation operations. It is not con-
templated that irregular parcels of
land acquired in connection with acqui-
sition of right-of-way which have no
value as commercial property shall be
thus transferred, either for the purpose
of making right-of-way boundaries run
more or less regular or for the purpose
of eliminating from transportation
property account the cost of unoccu-
pied lands between tracks in yards and
terminals. When any land, the cost of
which is included in the accounts, is
sold or otherwise retired, the ledger
value shall be credited to the appro-
priate property investment account.
The profit or loss from sale or loss
from retirement or land shall be in-
cluded in the accounts prescribed for
such amounts.
(b) [Reserved]

[42 FR 35017, July 7, 1977, as amended at 52
FR 4324, Feb. 11, 1987]

2-4 Structures. Accounts are pro-
vided for the cost of several classes of
buildings and facilities, including fix-
tures permanently attached to and
made a part thereof. When a building
or other structure is used or held pri-
marily for transportation operations
and is an integral part of the carrier’s
transportation plant, but a part there-
of is used or held for commercial pur-
poses such as for rental to others or for
use in other than transportation oper-
ations by the carrier, the entire cost of
the building or other structure is in-
cludable in the accounts for transpor-
tation property. When a building or
other structure is used or held pri-
marily for commercial purposes or for
use in other than transportation oper-
ations by the carrier, the entire cost of
the building or structure is includable
in account 737, Property used in other
than carrier operations. Reclassification
of property from its primary classifica-
tion as transportation or other than
transportation property, as the case
may be, to the other classification is
not required where changes in use are
of a temporary nature or for a short pe-
riod of time. The accounting for costs
of maintenance, taxes, other operating
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costs, and for revenues and rentals
shall be consistent with the classifica-
tion of the building or other structure.

2-5 Equipment. Accounts are pro-
vided for several classes of equipment,
such as locomotives, passenger-train
cars, freight-train cars, highway rev-
enue equipment, work equipment,
floating equipment, and the necessary
appurtenance, furniture, and fixtures
first to equip for service, including the
cost of inspection, setting up, and try-
ing out, and transportation over for-
eign lines; also the cost of additions
and betterments, such as improved ap-
pliances, parts, or appurtenances.
When retired equipment is held with-
out being torn down, the estimated
value of the salvage therefrom shall be
included in account 741, Other assets,
until the salvage is recovered, except
that the estimated scrap value of re-
tired equipment held for sale in the or-
dinary course of business, and on which
sale and realization of the proceeds
within one year is assured, is includ-
able in account 713, Other current assets.

2-6 Components of construction cost.
The cost of constructing property in-
cludable in the property accounts shall
include the direct and other costs as
described hereunder.

(a) Cost of labor. This includes the
amount paid for labor expended by the
carrier’s own employees, including the
cost of labor expended for preliminary
work, such as sinking test holes or
making soundings for tunnels, grading,
buildings, and other structures; and
cost of labor expended in laying and
taking up tracks for temporary use in
construction, except the cost of labor
expended on tracks provided for the
protection of traffic during the
progress of addition and betterment
work. The cost of labor shall also in-
clude the accounting company’s ex-
penditures for associated fringe bene-
fits, such as vacation and holiday pay,
health and welfare group insurance,
pensions and retirement plans, payroll
taxes and unemployment insurance. Of-
fice expenses and traveling and other
personal expenses of employees, when
borne by the carrier, shall be consid-
ered a part of the cost of the labor, as
shall also the cost of fidelity bonds and
employer’s liability insurance pre-
miums. When officers or employees are
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especially assigned to construction
work their pay and their traveling and
incidental expenses while thus engaged
shall be included in the cost of the
work. No charge shall be made against
road and equipment accounts for the
pay of officers and employees who
merely render services incidentally in
connection with extensions, additions,
or betterments, although traveling and
incidental expenses incurred by such
officers and employees solely on ac-
count of such work shall be included in
the account to which the cost of the
work is chargeable.

(b) Cost of materials and supplies. This
includes the purchase price of mate-
rials and supplies, including small
tools, at the point of free delivery plus
the cost of inspection and loading as-
sumed by the carrier; a suitable pro-
portion of store expenses; also sales
and excise taxes on materials and sup-
plies except as otherwise provided in
the text of account 712, Material and
supplies. In calculating the cost of ma-
terials used, proper allowance shall be
made for the value of unused portions
and of cuttings, turnings, borings, etc.;
for the value of the material recovered
from temporary tracks, scaffolding,
cofferdams, and other temporary struc-
tures used in construction; and for the
value of small tools recovered and used
for other purposes.

(c) Cost of work-train service. This in-
cludes amounts paid to others for rent
and maintenance of equipment used;
cost of labor of enginemen, trainmen,
and enginehousemen, including wages
of engine crews and train crews held in
readiness for such service; and cost of
fuel and other supplies consumed in
connection with the operation of work
trains. It shall also include the cost of
maintaining the carrier’s own equip-
ment used in construction service.
Amounts representing constructive
rent or return upon the investment in
owned equipment shall not be included
as a part of the cost of work-train serv-
ice.

(d) Cost of special machine service. This
includes the cost of labor expended and
of materials and supplies consumed in
maintaining and operating power shov-
els, scrapers, rail unloaders, ballast
unloaders, pile drivers, dredges,
ditchers, weed burners, and other



Surface Transportation Board, DOT

labor-saving machines; also rents paid
for use of such machines.

(e) Cost of transportation. This in-
cludes the amounts paid to other com-
panies or individuals for the transpor-
tation of men, materials and supplies,
special machine outfits, appliances,
and tools in connection with construc-
tion. Freight charges paid foreign lines
for the transportation of construction
material to the carrier’s line shall be
included, so far as practicable, as a
part of the cost of the material.

(f) Cost of contract work. This includes
amounts paid for work performed
under contract by other companies,
firms, or individuals, and costs inci-
dent to the award of the contract.

(g) Cost of protection from casualties.
This includes expenditures for protec-
tion against fire, such as payments for
discovery or extinguishment of fires,
cost of detecting and prosecuting in-
cendiaries, witness fees in relation
thereto, amounts paid to municipal
corporations and other for fire protec-
tion, and other analogous items of ex-
penditure incurred directly in connec-
tion with construction work.

(h) Cost of injuries and damages. This
includes expenditures on account of in-
juries to persons or damage to property
when incurred directly as a result of
construction projects, and shall be in-
cluded in the cost of the work in con-
nection with which the injury or dam-
age occurs. It also includes that por-
tion of premiums paid for insuring
property applicable to the period prior
to the completion or coming into serv-
ice of the property insured. Insurance
recovered on account of compensation
paid for injuries to persons incident to
construction shall be credited to the
accounts to which such compensation
is charged, and insurance recovered on
account of damages to property inci-
dent to construction shall be credited
to the accounts chargeable with the ex-
penditures necessary for restoring the
damaged property. The cost of injuries
and damages incident to the removal of
old structures, or parts thereof, shall
be charged to operating expenses, ex-
cept that such costs in connection with
the removal of old structures which are
incumberances on newly acquired lands
shall be included in accounts 2, Land
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for transportation purposes, or 3, Grad-
ing, as appropriate.

(i) Cost of privileges. This includes
compensation for temporary privileges,
such as the use of public property or
streets, in connection with the con-
struction of the property of the carrier.

(j) Material excavated. The cost of dis-
posing of material excavated in con-
nection with construction shall be con-
sidered as a part of the cost of work,
except that when such material is used
for filling, the cost of removal and
dumping shall be equitably appor-
tioned between the work in connection
with which the removal occurs and the
work in connection with which the ma-
terial is used.

(k) Interest cost. [See Instruction 2-
1(c)].

[42 FR 35017, July 7, 1977, as amended at 52
FR 4325, Feb. 11, 1987]

2-7T Additions to and retirements of
property—General. (a) In accounting for
additions to and retirements and re-
placements of road and equipment
property (excluding land) used in trans-
portation operations, such property
changes shall be considered as con-
sisting of: (1) Units of property, and (2)
other than units of property as pre-
scribed in Instruction 2-19. Track prop-
erty changes will be distinguished by
units of property as approved by the
Commission.

(b) The cost of removal of retired
property, both depreciable and other
than depreciable, when borne by the
carrier, shall be charged, as appro-
priate, to account 11-13-39, Personnel—
Salaries and Wages—Way and Struc-
tures—Other—Dismantling retired prop-
erty, or 11-23-39. Personnel—Salaries and
Wages—Equipment—Other  Equipment—
Dismantling retired property, and other
appropriate accounts (including sub-
activities 11 and 12).1

(c) An equitable proportion of a bal-
ance in property accounts 76, Interest

1The references to solely related freight
operating expense activity/subactivity num-
bers and titles used throughout the system
are for convenience and brevity. Refer to the
specific account texts to determine the ap-
propriate solely related passenger and/or
common expense activity/subactivity num-
bers.
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During Construction, and 80, Other ele-
ments of investment, applicable to re-
tired property shall be cleared from
these accounts concurrently with the
retirement accounting. Unless provided
for otherwise, interest costs shall be
capitalized in accordance with gen-
erally accepted accounting principles.

(d) When retired property is held and
not removed, the estimated value of
the salvage therefrom shall be included
in account 741, Other assets, until the
salvage is recovered, except that the
estimated scrap value of retired prop-
erty held for sale in the ordinary
course of business, and on which sale
and realization of the proceeds within
one year is assured, is includible in ac-
count 713, Other current assets.

(e) The accounting for track addi-
tions and retirements (with and with-
out replacement) shall be guided by In-
struction 2-10.

[42 FR 35017, July 7, 1977, as amended at 46
FR 10920, Feb. 5, 1981; 48 FR 7183, Feb. 18,
1983; 49 FR 2254, Jan. 19, 1984; 52 FR 4321, Feb.
11, 1987]

2-8 Additions to and retirements of
units of property. (a) When a unit of
road or equipment property is added to
the plant, the cost thereof shall be in-
cluded in the appropriate primary ac-
count. When a unit of property is re-
tired, with or without replacement, the
cost thereof shall be written out of the
property account at time of retire-
ment.

(b) When a unit of road or equipment
property (or a minor item not replaced)
classified as depreciable and included
in the accounts prescribed for depre-
ciable property is retired the service
value shall be charged to account 735,
Accumulated depreciation; Road and
equipment property.

(c) When road property (other than a
minor item constituting repairs) clas-
sified as other than depreciable prop-
erty is retired, the cost thereof shall be
cleared from the property account and
the service value shall be charged to
account 61-13-99, General—Other Ex-
penses—Way and  Structures—Other—
Other. When the retirement requires
Board approval, the carrier shall clear
the cost from the property account
upon the effective date of the abandon-
ment. Subactivities 11 and 12 also
apply.
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(d) When property included in the de-
preciable accounts but excluded from
the depreciation base is retired, the
service value (including engineering
expenditures assignable to retired
property but not included in the depre-
ciation base) shall be charged to oper-
ating expense.

2-9 Additions and retirements of other
than units of property. (a) When an item
of road or equipment property, other
than a complete unit, is added to the
plant and the addition is not a replace-
ment, the cost thereof shall be ac-
counted for in the same manner as an
addition of a complete unit of property,
subject to the minimum rule applicable
to road property (see Instruction 2-2).
When an item of property other than a
complete unit (minor item) is replaced,
independent of the complete unit of
which it is a part, the cost of replace-
ment shall be treated as maintenance
and charged to operating expenses. If
the replacement constitutes an im-
provement then the cost of replace-
ment should be accounted for as a re-
building expenditure under Instruction
2-12.

(b) When second-hand property ac-
quired is in such physical condition
that it is necessary to rehabilitate the
property to bring it up to the standard
required by the carrier, the cost of
such rehabilitation shall be included in
the appropriate account for the prop-
erty.

[42 FR 35017, July 7, 1977, as amended at 55
FR 42016, Oct. 17, 1990]

2-10 Additions to and retirements of
track.

(a) When track or its components are
added to the plant, the cost shall be in-
cluded in the track primary account.
When track components are replaced as
part of a track replacement program,
the replacement cost shall be ac-
counted for as an addition to the track
property account. The cost of track
components which are retired with or
without replacement shall be written
out of the track property account at
the time of retirement.

(b) When track is retired the service
value (ledger value less net salvage)
shall be charged to account 735, Accu-
mulated depreciation;, Road and equip-
ment property.
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(c) All repairs of tracks shall be ac-
counted for as operating expenses.

(d) Track investment written out of
the accounts shall be at original cost
or estimated standard or average cost
for that density category. Material to
be reused shall be put in an investment
pool at unrecovered cost and, when re-
used, included in the appropriate den-
sity category at the average cost of the
investment pool.

[48 FR 7183, Feb. 18, 1983]

2-11 Expenses in connection with addi-
tions and betterments. The cost of re-
moving old material from equipment
and from buildings, bridges, wharves,
tracks, and other fixed improvements,
shall be charged to the appropriate op-
erating expense accounts. Such charges
shall include the cost of removing old
foundations and filling old excavations,
and restoring condition of grounds
after addition and betterment work;
and maintaining or protecting traffic
during the progress of addition and bet-
terment work, including the cost of
constructing, maintaining, and remov-
ing temporary tracks required for
maintaining traffic during the progress
of the work.

[42 FR 35017, July 7, 1977. Redesignated at 48
FR 7183, Feb. 18, 1983]

2-12 Units of property rebuilt or con-
verted—(a) Rebuilding expenditures. Car-
riers shall be governed by the following
provisions when determining and ac-
counting for depreciable road and
equipment property rebuilding expend-
itures:

(1) Rebuilding expenditures are those
cost actually incurred which substan-
tially extend the service life or sub-
stantially increase the utility of depre-
ciable road and equipment property.
The rebuilding expenditures shall be
material in nature relative to the cur-
rent replacement cost of a similar new
unit of road or equipment property. Ex-
penses resulting from delayed mainte-
nance and repairs shall not be consid-
ered in determining materiality.

(2) The phrase extend the service life
means to extend the life of a property
unit past its estimated service life.

(3) The term increased utility means
that the road or equipment property
has become more useful, more effi-
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cient, more durable, or has greater ca-
pacity.

(4) Rebuilt or converted road or
equipment property shall be accounted
for as an addition to the appropriate
property accounts, with the old units
accounted for as retired from service.
The charge to the appropriate property
accounts shall be composed of (i) the
cost (estimated if necessary) less a fair
allowance for depreciation, or salvage
value, whichever is lower, of the parts
reused, (ii) the cost of labor expended
in rebuilding or in the conversion proc-
ess, (iii) the cost of additional mate-
rials applied, and (iv) any other ex-
penses incurred directly with the re-
building or conversion. In no case shall
the total amount charged to the prop-
erty accounts for these units exceed
the current replacement costs of simi-
lar new units that would be used for
the same purpose. When a unit of road
property or equipment is transferred
from one class of service to another,
with or without physical conversion,
the unit shall be accounted for as re-
tired from its original account and be
recorded in a primary investment ac-
count appropriate to its new class of
service.

(5) If it is necessary to repair the sec-
ondhand or reused parts remaining in a
rebuilt unit, the repair cost may be
added to the value assigned parts in de-
termining the related cost to be cap-
italized. Associated dismantling costs
shall be included in operating expenses.

(b) Repair expenses. Expenses per-
taining to road and equipment prop-
erty, which represent normal or de-
layed repairs and maintenance, shall be
expensed in the year incurred.

(c) File and Storage. Carriers shall
keep records of each rebuilding pro-
gram readily available. These records
shall be provided to representatives of
the Board when requested. The reten-
tion period shall be as required by 49
CFR part 1220, Preservation of Records.

[44 FR 67426, Nov. 26, 1979. Redesignated at 48
FR 7183, Feb. 18, 1983, and amended at 52 FR
4321, Feb. 11, 1987]

2-13 Changes in line of road and relo-
cation of yard tracks.

(a) When changes are made in a line
of road for the purpose of reducing
curves or grades, or to eliminate
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bridges, tunnels, tracks in the installa-
tion of a centralized traffic control sys-
tem, or other physical features, the
part of the line so changed shall be
considered property retired and its
ledger value credited to the property
accounts. The new line of road, includ-
ing land, grading, ballast, track ele-
ments, and other transportation facili-
ties serving the road shall be consid-
ered an addition and the cost charged
to the property accounts. The cost of
track changes which do not involve
change in the existing roadbed shall be
charged to operating expenses, even
though the tracks may be dismantled
in the process, but the resulting track
extensions or reductions shall be ac-
counted for as additions or retirements
as appropriate.

(b) The cost of shifting or rear-
ranging tracks within a yard shall be
charged to operating expenses, even
though the tracks may be dismantled
in the process, but resulting increases
or decreases in grading, ballast, or
track length shall be accounted for as
additions or retirements, as appro-
priate. Where tracks in whole or in
part within a yard are determined to be
no longer permanently used, the ledger
value of such tracks shall be elimi-
nated from the property account. If
yvard tracks and facilities are con-
structed in another location to take
the place of tracks retired, such tracks
and facilities shall be accounted for as
additions and the cost thereof shall be
included in the property account.

[48 FR 7183, Feb. 18, 1983]

2-14 Track connections. (a) When the
accounting carrier bears the construc-
tion cost of a connecting track situ-
ated on the property of another carrier,
but acquires the salvage rights to the
track, the cost of the track construc-
tion shall be charged to account 731,
Road and equipment property.

(b) When carriers (1) share the cost of
constructing a connecting track of
which a portion is situated on each car-
rier’s right-of-way, and (2) own and ob-
tain the salvage rights to the track
segment located on their respective
properties, the construction cost borne
by each carrier shall be charged to ac-
count 731, Road and equipment property.
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(c) The cost of constructing a track
connection on the right-of-way of an-
other carrier which acquires the owner-
ship of and salvage rights to the track,
shall be charged by the carrier bearing
such cost to accounts 37-11-00, Pur-
chased service—Joint facility—Debit—
Way and Structures—Running, or 37-12—
00, Purchased services—Joint facility—
Debit—Way and Structures—Switching.
The owner carrier shall charge the
amount of the construction cost to ac-
count 731, Road and equipment—prop-
erty, with contra credit to accounts 38-
11-00, Purchases services—Joint facility—
Credit—Way and Structures—Running,
or 38-12-00, Purchases services—Joint fa-
cility—Credit—Way and  Structures—
Switching. Material amounts for such
costs shall be referred to the Board for
consideration and decision.

(d) The cost of constructing a side
track under a deposit refund agreement
shall be charged to account 731, Road
and equipment property. The deposit
shall be credited to account 782, Other
liabilities. Deposit amounts refunded
during the agreement period shall be
charged to account 782, Other liabilities.
Upon termination of the agreement,
the amount of any unrefunded deposit
shall be credited to the applicable pri-
mary property accounts on an equi-
table basis.

2-15 Merger, consolidation, and pur-
chase of a railway operating entity or sys-
tem. (a) When a railway or portion
thereof constituting an operating unit
or system is acquired by merger or con-
solidation in a pooling of interests or
by purchase the cost of acquisition rep-
resented by cash, capital stock or other
securities issued or assumed, liabilities
assumed, and other consideration, shall
be recorded in the accounts in the man-
ner stated hereunder. Separate instruc-
tions are provided for a merger of sub-
sidiaries.

(b) Pooling of interests:

(1) When the acquisition results from
a merger or consolidation constituting
a pooling of interests, in which all or
substantially all of the equity interest
in predecessor companies continue, as
such, in a surviving company or a new
company created for the purpose, the
road and equipment, the other assets,
and the liabilities of the predecessor
companies, together with the balances
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in the accumulated amortization and
depreciation accounts and the retained
earnings accounts shall be recorded in
the appropriate balance sheet accounts
at the amounts shown in the accounts
of predecessor companies, adjusted as
may be necessary to conform with the
accounting rules of the Board. Such ad-
justments shall be included in retained
earnings or the other accounts that
would have been appropriate had the
adjustments been made in the books of
account of the predecessor company.

(2) When the total par or the stated
value of no par capital stock issued or
outstanding pursuant to the pooling of
interests is more than the aggregate
amount of the capital stock of the sep-
arate companies before such pooling of
interests, the excess shall be charged
to account 795, Other capital, if unre-
stricted capital is available for such
purpose; otherwise, the excess shall be
charged to retained earnings.

(3) When the total par or stated value
of no par capital stock issued or out-
standing pursuant to the pooling of in-
terests is less than aggregate amount
of the capital stock of the separate
companies before such pooling of inter-
ests, the difference for reduction in
capital stock shall be credited to ac-
count 795, Other capital.

(c) Purchase:

(1) When the acquisition results from
a purchase (except from subsidiaries
controlled through ownership of the
majority share of voting stock) includ-
ing mergers or consolidations other
than pooling of interests, the amount
includible in account 731, Road and
equipment property, shall be the cost at
the date of acquisition to the purchaser
of the transportation property ac-
quired. The cost assigned the property,
as well as other assets acquired, shall
be the amount of the cost consider-
ation given. Where property and other
assets are acquired for other than cash,
including liabilities assumed and
shares of stock issued, cost shall be de-
termined by either the fair value of the
consideration given or the fair value of
the assets acquired, whichever is more
clearly evident. In addition to any li-
abilities assumed, provision shall be
made for such estimated liabilities as
may be necessary.
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(2) When the costs of individual units
or classes of transportation property
are not specified in the agreement, the
cost assigned such property shall be ap-
portioned among the appropriate pri-
mary accounts using the percentage re-
lationship between the fair values for
each class of property acquired and the
total of such values.

(d) Merger of subsidiaries:

The acquisition and merger of prop-
erty of subsidiaries controlled through
ownership of the majority shares of
voting stock is to be accounted for as a
pooling of interests or as a purchase
depending on the circumstances in
each case. Where control was initially
acquired through issuance of capital
stock to stockholders of the subsidiary
the rule applicable to pooling of inter-
ests ordinarily is applicable. Where
control was initially acquired through
purchase of stock the rule applicable to
purchase of property may be appro-
priate even though the shares were
purchased gradually from time to time
over a period of years, in which event
recognition of retained earnings since
date of acquisition assignable to such
shares may be proper. The journal
entry pertaining to acquisition of prop-
erty of subsidiaries shall be submitted
to the Board for consideration based on
the principles herein and procedures
for which there is authoritative sup-
port, and the accounting for the merg-
er shall become final only after ap-
proval by the Board.

2-16 Reorganization of railway. (a)
When a railway reorganization or re-
ceivership has been consummated, the
assets acquired, liabilities assumed,
and the capital stock or other securi-
ties issued or assumed, and other con-
sideration, shall be recorded in the ac-
counts in the manner stated hereunder.
An adjustment of capitalization result-
ing in modification and reformation of
classes of securities pursuant to vol-
untary action of the holders of securi-
ties but not resulting in a formal reor-
ganization following a bankruptcy or
other receivership proceedings (some-
times called a quasi-reorganization) is
not covered by this instruction 2-16.
Reduction of capital stock and other
contributions to capital by stock-
holders shall be recorded in accordance
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with the instructions in the text of ac-
count 795, Other capital.

(b) The amounts includable in pri-
mary road and equipment property ac-
counts shall be recorded at cost as
shown in the predecessor companies’
accounts except as otherwise provided
in paragraphs (c¢) and (d) of this in-
struction 2-16. The remaining assets
and the liabilities of the predecessor
companies, adjusted as necessary to
conform with the accounting rules of
the Board, together with the balances
in the accumulated amortization and
depreciation accounts, shall be re-
corded in the appropriate balance sheet
accounts.

(c) When the amount recorded for as-
sets acquired is more than the par or
stated value of no par capital stock
issued and other consideration paid, in-
cluding liabilities assumed, the dif-
ference shall be applied to such extent
as necessary and is available to provide
first for any deficiency in past accrued
depreciation on property classified as
depreciable; and, second, for any esti-
mated loss from retirement of a branch
line, segment of track or other impor-
tant facility indicated by supporting
records to be imminent. The remaining
amount of the difference, if any, shall
be applied proportionately to reduce
the amounts includable in the property
accounts in accordance with paragraph
(b) of this instruction 2-16, based on
the percentage relationship between
such difference and the aggregate cost
of the property shown in the prede-
cessor companies’ accounts.

(d) When the amount applicable to
the assets acquired is less than the par
or stated value of no par capital stock
issued and other consideration paid, in-
cluding liabilities assumed, the ac-
counting shall be referred to the Board
for consideration and decision.

2-17 Construction projects in which
governmental agencies, individuals, or
others, and the carrier participate. (a)
The amount includible in the property
account for construction projects in
which the carrier and governmental
agencies, individuals, or others partici-
pate shall be (1) the payment made by
the carrier for its share of the cost of
construction plus (2) the recorded cost
(estimated if unknown) of property re-
linquished as a direct result of the ar-
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rangement and retired from service
less the value of salvage recovered
therefrom by the carrier and less de-
preciation accrued on depreciable prop-
erty, which is part of the carrier’s cost
of the project. The amount so includ-
able in the property account shall be
distributed equitably among the pri-
mary accounts applicable to railway
property constructed. This amount
shall first be applied to railway facili-
ties includable in accounts other than
4, Other right-of-way expenditures, or 39,
Public improvements—Construction, then
any remaining balance shall be in-
cluded in account 4 or 39, as appro-
priate. In no case shall the amount in-
cluded in the primary accounts for the
railway facilities acquired exceed the
actual cost of constructing such facili-
ties. The property account shall not in-
clude any cost or value for facilities or
land contributed or paid for by govern-
mental agencies, individuals or others.
Property acquired as a specific con-
tribution to capital by stockholders
does not come under this rule. (See
text of account 795, Other capital.)

(b) Construction projects as used in
this section means widening of high-
ways, construction of spillways, drain-
age canals, farm and other private
passes, pipelines, drains or other facili-
ties across the right-of-way; construc-
tion of overhead highway bridges, and
railroad bridges over public highways
and across streams, which provide a
railroad use in the operation of trains
and a public use in the uninterrupted
passage of highway and river traffic;
installation of warning signals to pro-
tect highway traffic; and industrial
side tracks. Also, reconstruction and
relocation of tracks and appurtenant
facilities such as occur in connection
with carrying out flood control, rec-
lamation, and other public improve-
ment projects where it becomes nec-
essary to abandon part of the line of
railroad and relocate the tracks.

2-18 Leased property improvements
and retirements. The cost to lessee of
structures, facilities, additions and
betterments on leased property and for
retirement of property the cost of
which is included in account 732 Im-
provements on leased property, shall be
accounted for in conformity with the
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principles in the instructions for prop-
erty owned. When lessor’s property is
retired and replaced and lessee is not
obligated to reimburse the lessor for
the retired property other than
through the replacement, the lessee
shall (1) charge the cost of the replace-
ment to account 732, Improvements on
leased property, (2) discontinue accruing
depreciation for lessor’s retired prop-
erty, and (3) when recording final set-
tlement with the lessor, consider joint-
ly the amount accrued in account 772,
Accrued liability;, Leased property, for
lessor’s retired property and the re-
spective amounts for the replacement
included in accounts 732, Improvements
on leased property, and 733, Accumulated
depreciation; Improvements on leased
property. When lessee is obligated to re-
imburse the lessor currently or at the
termination of the lease for property
retired other than through replace-
ment, the lessee shall include the
amount of the obligation in the appro-
priate liability account. The lessee
shall furnish the lessor such informa-
tion as is required to enable the lessor
to perform necessary accounting. The
accounting by the lessee and the lessor
shall be consistent with contractual ar-
rangements.

[47 FR 26635, June 21, 1982, as amended at 52
FR 4321, Feb. 11, 1987]

2-19 List of units of property. (a) This
list of units is established for the pur-
pose of designating the units of prop-
erty to be used in accounting for addi-
tions to and retirements and replace-
ments of property. Detailed informa-
tion is included in instructions 2-7 and
2-8. Items listed under road property
accounts are subject to the minimum
rule applicable to additions to prop-
erty. See instruction 2-2 pertaining to
the minimum rule.

(b) This list of units will be revised
from time to time as may be necessary
to meet conditions. A carrier desiring
to include in any account an appro-
priate unit not now specified therein
may, upon approval of the Board, make
such authorized additi